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1. PURPOSE AND SCOPE. This Program Statenent establishes the
policies and procedures to be followed at each paynent site to
ensure conpliance with the Pronpt Paynment Act, Ofice of
Managenent and Budget G rcul ar A-125.

The Pronpt Payment Act (the Act) was originally enacted as Public
Law 97-177 in May 1982 and was anmended in October 1988 as Public
Law 100-496. The Act requires Federal agencies to nake paynents
on time, to pay interest penalties when paynents are late, and to
take di scounts only when paynents are nade within the discount
period. The provisions within the Act provide for tinely paynent
of obligations, better relationships with contractors, inproved
conpetition for Governnment business, and reduced costs to the
Governnment for property and services.

Agenci es nust make paynments under contracts as prescribed in the
Act no later than the due date, or if appropriate, the discount
date. Paynents nust be based on receipt of a proper invoice and
sati sfactory performance of the purchase order or contract terns.
Di scounts may be taken only when paynents are made on or before

the discount date. |If agencies take discounts after the discount
date or if they fail to nmake tinely paynents, interest nust be
paid. Interest nust be paid automatically w thout vendors having

to request it. The cost of the interest paynent is absorbed from
the Cost Center procuring the goods or services. Tenporary
unavail ability of funds does not relieve agencies of the
obligation to pay interest.

2. DI RECTI VES REFERENCED

P.S. 2000. 02 Accounti ng Managenent Manual Chapter 10730
(10/ 15/ 86)

P.S. 2011.02 Pronpt Paynment Act Quality Control Reviews
(04/ 18/ 94)

OMB Circular A-125 Pronpt Paynent
Treasury Financial Mnual | TFM 8040. 30
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3. STANDARDS REFERENCED

a. Anerican Correctional Associ ati on Foundati on/ Core Standards
for Adult Correctional Institutions: C2-4018.

b. American Correctional Association 3rd Edition Standards for
Adult Correctional Institutions: 3-4031.

c. Anerican Correctional Associ ati on Foundati on/ Core Standards
for Adult Local Detention Facilities: FC2-5005.

d. Anerican Correctional Association 3rd Edition Standards for
Adult Local Detention Facilities: 3-ALDF-1B-04.

4. DEFINITIONS. For purposes of this Program Statenent, the
follow ng definitions apply.

a. Acceptance. Acknow edgenent by the Agency (BOP) that the
goods or services received agree wth the order.

b. Applicable Interest Rate. The rate established by the
Secretary of the Treasury for interest paynments which is in
effect on the day after the due date. This rate is referred to
as the "Renegotiation Board Interest Rate" and is published
sem annually in the Federal Register on or about January 1 and
July 1.

c. Contract. Any enforceable agreenent, including rental and
| ease agreenents, purchase orders, service contracts, and bl anket
pur chase agreenents.

d. Day. Calendar day(s), including weekends and hol i days,
unl ess ot herw se indicated.

e. Designated Billing Ofice. The office designated in the
contract to first receive the invoice.

f. Discount Date. The date by which, if paynent is nade, a
specified reduction, or discount, to the paynent anount may be
t aken.

g. Due Date. The date on which paynent shoul d be nade.

h. Invoice. A Dbill or witten request for paynent provided by
t he vendor for goods or services rendered.

i. Paynent Date. The date on which a check for paynent is
dated, or the date an electronic fund transfer (EFT) paynent is
received at the vendor's financial institution.

J]. Receipt of Invoice. For the purposes of determ ning the
start date and the date on which interest will begin to accrue,
an invoice shall be deened to be received:
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(1) on the later of:

(a) the date a proper invoice is actually received by the
designated billing office if the invoice is stanped or annotat ed
with the date of receipt at the tinme of receipt, or

(b) the seventh day after the date on which the property
is actually delivered or the performance of services is actually
conpl eted (unless actually accepted by the agency before the
seventh day or otherwi se stated in the contract); or

(2) the date placed on the invoice by the vendor, if the
agency fails to annotate the invoice with the date of receipt at
the tinme of receipt.

k. Receiving Report. Witten evidence of acceptance of goods
or services by a Governnent official.

. Vendor. Any person, organization, or business concern
engaged in a business, including State and | ocal Governnents (but
excl udi ng Federal entities or agencies).

5. REVI EW NG DOCUMENTS. The three key docunments required in
order to make paynent are the invoice, receiving report, and
purchase order. Refer to the Accounting Managenent Manual,
Chapter 10730, Paragraph e. 2.

a. Reviewng the Invoice. Wen review ng invoices, the
follow ng procedures are to be foll owed:

(1) Al invoices received nust be date-stanped with the
date the invoice was received by the office first designated to
receive the invoice (designated billing office). The purchase
order/contract nust be reviewed to determ ne the designated
billing office.

(2) Each invoice will be reviewed imedi ately after receipt
to determine if it is a proper invoice.

(a) Proper Invoice. The following correct information
conprises a proper invoice and is required as paynent
docunent ati on:

(1) the name and address of the vendor or contractor
and i nvoi ce date,

(1i) contract nunber or other authorization for
delivery of property or service,

(ti1) the order nunber and the contract line item
nunber,

(tv) description, price, and quantity of property
and/ or services actually delivered or rendered,
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(v) the extended price of the supplies or services,
(vi) shipping and paynent ternmns,

(vii) the Bill of Lading nunber and weight, if
appl i cabl e,

(viii) other substantiating docunentation or information
as required by the contract, and

(1x) the nane, title, tel ephone nunber, and conplete
mai | i ng address of the responsible official to be
notified in the event of a defective invoice and
to whom paynent is to be sent.

(b) Defective Invoices. |If the invoice is determned to
be i nproper, the invoice nust be returned to the vendor
speci fying the reason(s) why the invoice is not proper, as soon
as possible, but not later than:

(1) three days for neat or neat food products and
fresh or frozen fish

(1i) five days for perishable agricultural commodities,
dairy products, and edible fats and oils, and

(ti1) seven days for all other categories after receipt
of the invoice.

The date of return is the date the properly annotated
defective invoice has been nmail ed back to the vendor.

The nunber of days available to nmake a tinely paynent is
reduced by the nunber of days late in notifying the vendor of a
defective invoi ce.

Exanpl e 1: Pandora's Boxes, Inc.

Def ective I nvoice Received: August 5
| nvoi ce Returned to Vendor: August 20
Paynent Terns: 30 days

When the corrected invoice is resubmtted by the vendor, the
nunber of days avail able to nmake the paynment w thout incurring an
interest penalty is 22 days (30-8 (15-7=8)).

Exanple 2: Paul's Peppers

Defective I nvoice Recei ved: Novenber 3
| nvoi ce Returned to Vendor: November 12
Paynent Terns: 10 days

When the corrected invoice is resubmtted by the vendor, the
nunber of days avail able to nmake the paynent w thout incurring an
interest penalty is 6 days (10-4 (9-5=4)).
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b. Review ng the Receiving Report. Paynent cannot be nade
prior to the Governnent receiving and accepting the goods or
services, even if interest may be accruing or an early paynent
di scount may be | ost.

(1) Proper Receiving Report. A proper Receiving Report
contains the foll ow ng:

(a) contract or other authorization nunber,

(b) product or service description,

(c) quantities received,

(d) date(s) goods or services delivered and accepted, and
(e) the signature of the receiving clerk

(2) Tinely Acceptance. To determne the start of the
paynment period, acceptance of goods or services nust take place
wi thin seven days follow ng receipt of the goods or services,
unl ess other terns are included in the contract. |f the person
conpleting the receiving report uses an acceptance date that is
in excess of seven days follow ng recei pt of the goods or
services and the contract does not specify a | onger acceptance
period, the acceptance date to be used in determ ning when the
invoice is to be paid is the seventh day after receipt of the
goods or services, as long as a proper invoice has been received
by the designated billing office.

Exanple: An invoice was received and date-stanped by the
designated billing office on Novenber 5. The receiving report
states the goods were received on October 30 and accepted on
Novenmber 9 (the contract does not all ow special acceptance
terms). It took 10 days to accept the goods; therefore, the date
to be used in determning the start date is Novenber 6

(Cctober 30 + seven days).

The receiving reports are to be forwarded in tine for the
paynment office to receive themby the fifth working day after
acceptance. The paynent office shall annotate the receiving
reports with the date received.

c. Reviewing the Contract/Purchase Order. The follow ng
information fromthe contract is required as paynent
docunent ati on:

(1) paynent due date(s),

(2) a notation that partial paynents are prohibited as
stated in the contract, if applicable,
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(3) for construction contracts, paynent due dates for
approved progress paynents or mlestone paynents for conpleted
phases, increnents, or segnents of a project,

(4) if applicable, a statenent that the special paynent
provi sions of the Packers and Stockyard Act of 1921
(7 US.C 182(3) or the Perishable Agricultural Commodities Act
of 1930 (7 U.S.C. 499a(4)) apply,

(5) the nane, title, tel ephone nunber, and conplete mail
address of the officials of the Governnment's designated billing
of fice and of the vendor receiving the paynents, and

ng

(6) reference to requirenents under the Pronpt Paynent Act,
i ncludi ng the paynent of interest penalties on |late invoice
paynments, and including progress paynents under construction
contracts.

6. DETERM NI NG THE PAYMENT DUE DATE

a. Starting the Paynent Period. The period avail able to nake
a tinely paynent of an invoice without incurring interest is
determ ned by the date an invoice is received. An invoice is
consi dered to be received:

(1) on the later of:

(a) the date a proper invoice is actually received by the
designated billing office if the invoice is stanped or annotat ed
with the date of receipt at the tinme of receipt, or

(b) the seventh day after the date on which the property
is actually delivered or the performance of services is actually
conpl eted (unless actually accepted by the agency before the
seventh day or otherwi se stated in the contract); or

(2) the date placed on the invoice by the vendor, if the
agency fails to annotate the invoice with the date of receipt at
the tinme of receipt.

I f the Community Corrections Ofice (CCO is listed in the
contract as the designated billing office, the paynent period
begi ns when the CCO receives the invoice.

b. E.OB. Oigin. The following clause may be in the GSA
Contract of the vendor being used:

"...\When supplies are purchased F. QO B. Shipping
Point/Origin, the Governnent assunes title upon acceptance
by the common carrier, and paynent should be made upon the
contractor's subm ssion of proper invoices and proof of

shi pmrent wi thout regard as to whether supplies have reached
their ultimate destination..."
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When this clause is in the GSA Contract and the invoice has
been received before the goods have been accepted by the common
carrier, the paynent period begins on the date the common carrier
accepts the itens. However, if the invoice has not been received
before the the common carrier accepts the goods, the paynent
period will begin when a proper invoice and proof of shipnent
have been received (rather than the shipnent date), regardl ess as
to whether the goods have been received.

c. Due Dates. The Pronpt Paynent Act provides the follow ng
criteria for determ ning due dates:

(1) Meat and neat food products and fresh or frozen fish:
Not later than 7 days after date of delivery;

(2) Perishable agricultural conmmodities: Not later than 10
days after date of delivery;

(3) Dairy products, edible fats or oils, food products:
Not |l ater than 10 days after receipt of a proper invoice;

(4) Charge Account purchases: 30 days after receipt of
st at enent ;

(5) Construction Progress Paynent request: 14 days after
recei pt of a paynent request or a |onger period, specified in the
contract, if required to afford the Government an opportunity to
adequately inspect the work and to determ ne the adequacy of the
contractor's perfornmance under the contract.

(6) Al other types of construction paynent requests
(partial paynments, anmount retained, final paynent, etc.) shall be
due on the 30th day after receipt of a proper invoice or the
Governnent' s acceptance, whichever is |ater

(7) Paynments as a result of all A&E requests: 30 days after
recei pt of a proper invoice or the Governnment's acceptance of the
wor k, whi chever is |ater;

(8) Unauthorized Procurenents: The paynent due date is
calculated fromthe date the Contracting O ficer signs the
ratification;

(9) Al other goods and services: On the date(s) specified
in the contract or, if a paynent due date is not specified, 30
days after the start of the paynent period.

The above due dates apply unless otherwi se specified in the
contract or purchase order. Contract or purchase order paynent
due dates supersede any specific pronpt paynent due dates.

When conputing the due date, the date the invoice is received
is not counted. Instead, the first day after the day the invoice
is received is day one of the paynent period.
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Exanple 1: Bessie's Mo Factory

| nvoi ce Received: May 5
Goods Received: May 1
Goods Accepted: May 6
Due Date: My 15

The paynent period begins on May 5 because the paynent terns for
dairy products are 10 days after receipt of a proper invoice.

Exanple 2: Jims Al-Stars

| nvoi ce Received: June 30

Goods Recei ved: June 30

Goods Accepted: July 2

Vendor notified of defective invoice: July 10
Corrected invoice received: July 14

Due Date: August 10

The paynent period begins on July 15, after the corrected invoice
is received. However, it took 10 days to notify the vendor of
the defective invoice, therefore the paynent period nust be
reduced by the nunber of days in excess of the seven all owed that
it took to notify the vendor. The original due date of August
13 mnus three days (the nunber of days in excess of seven days
allowed to notify of a defective invoice) results in a due date
of August 10.

7. MAKING THE PAYMENT. An objective of the Pronpt Paynent Act
is to have Federal agencies pay their bills on tine. "On tine"
is defined as paying an invoice anytinme from seven days prior to
the due date, up to and including the due date. The vendor is
considered as paid on the date:

a. Treasury places on the check, or

b. funds are received by Electronic Funds Transfer at the
vendor's financial institution.

For exanple, if the paynent due date is Cctober 30, the invoice
can be paid Cctober 23 through October 30 and it wll be
considered as paid on tine.

On a case-by-case basis, the Certifying Oficer can determ ne
that earlier paynment is necessary. In these cases, a notation
shal |l be nmade on the invoice stating why the invoice needs to be
paid early. The signature of the Certifying Oficer on the
invoice signifies the Certifying Oficer's approval of the early
paynment .

Paynents due on Saturdays, Sundays, or |egal holidays when
Federal Governnent offices are closed, are due and nay be made on
the foll owm ng business day without incurring interest penalties.
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8. DISCOUNTS. |If a discount is mssed, other than those not

t aken because of the conversion fornmula, the Certifying Oficer
must fully explain the lost discount in the voucher. See Section
8.b. of this Program Statenent for the conversion formula. It
must be recorded in the Financial Mnagenent System (FMS) using
Cost Center _22 and Sub-object 2680, Di scount Lost.

a. Determning the Discount Date. |In determning the di scount
date, three situations can occur:

(1) The vendor dates the invoice. The date the vendor
pl aces on the invoice is the date to be used to cal cul ate the
avai |l abl e di scount period. The discount period is calculated as
t he period beginning the day after the date the vendor places on
the invoice to the discount date. The discount date is
determ ned by taking the date the vendor places on the proper
i nvoi ce and addi ng the discount terns to it.

Exanpl e:

| nvoi ce Date: June 9
Di scount Terns: 2% 10 net 30
D scount Date: June 19 (June 9 + 10)

(2) The vendor fails to date the invoice. Then, the
di scount period begins on the date the proper invoice is received
if the invoice is annotated with the date of receipt.

Exanpl e:

| nvoi ce Date: None
| nvoi ce Recei pt Date: COctober 26
Di scount Terns: 2% 10 net 30

Since the vendor did not place a date on the invoice, the

di scount period begins on the date a proper invoice is received.
The i nvoi ce was received on Cctober 26, therefore paynent nust be
made by Novenber 4 (October 26 is Day 1) for the discount to be

t aken.

(3) The discount ternms specify the actual discount due date
(e.g., 4%if paid by January 16). You nust adhere to this date.

Exanpl e:

| nvoi ce Date: May 5
Di scount Terns: 2% if paid by May 10
Di scount Date: May 10

b. D scount Requirenents. The follow ng requirenents nust be
met before a di scount can be taken:

(1) Discounts nmay be taken only when economcally
beneficial to the Governnent. This is based on the effective
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annual interest rate of the discount terns. The Current Val ue of
Funds Rate (CVFR) nust be used when deci ding whether to take a

di scount or not. This rate is determi ned annually by Treasury
and published in the Federal Reqgister.

Di scounts wll be taken when the discount terns applied in
the conversion fornula result in an effective annual interest
rate equal to, or greater than, the CVFR

The fornmula to convert sales discount terns to an effective
annual interest (discount) rate to be conpared against the CVFR
is as follows (also refer to the Treasury Financial Mnual
| TFM 8040. 30):

Conversi on Fornul a

D scount % 360 = Effective
100% - X Nunber of Days - Nunber of Days Annua
Di scount % i n Paynent Left in Discount Discount
Peri od Peri od* Rat e

* The discount period is reduced by the nunber of days'
di fference between invoice date and date of receipt.

Exanpl e:
CVFR. 8%

Di scount Terns: 2% 10 net 30
I nvoi ce Date: March 2
Recei pt Date: March 6 (4 days el apsed tine)

.02 X 360 = . 306 or 31%
1.00 - .02 30 - (10-4)

Based on this exanple, the effective annual discount rate exceeds
t he CVFR and paynent should be made according to the discount
terns.

Since the nunber of days left in the discount period can be
different for each invoice, this conputation nust be nade for
every invoice on which a discount is offered in order to
determine if it is economcally beneficial to take the discount.

(2) Discounts nmay be taken only after acceptance of goods
and/ or services has occurred. Under no circunstances can an
invoice be paid early in order to take a discount before the
goods/ servi ces have been accept ed.

Exanpl e:

| nvoi ce Date: August 1

| nvoi ce Received: August 5
Goods Accepted: August 15

D scount Terns: 2% 10 net 30
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The di scount period ended August 11 (August 1 + 10). However,
paynment cannot be made sooner than August 15, the date the goods
are accepted. Therefore, the discount is |ost and nust be
charged to Cost Center _22 and Sub-object 2680, Di scounts Lost.

(3) In addition to acceptance of the goods, paynent to
obtain a discount cannot be nmade until a proper invoice has been
recei ved.

Exanple 1:

| nvoi ce Date: May 15

| nvoi ce Received: My 21
Goods Accepted: My 13

D scount Terms: 2% 10 net 30

The invoi ce nmust be paid by May 25 (May 15 plus 10 days) in order
to realize the discount; however, paynent cannot be nmade sooner
than May 21, the date the invoice was received. The m ssed

di scount nust be charged to Sub-object 2680, Di scounts Lost.

Exanpl e 2:

| nvoi ce Date: June 3

| nvoi ce Received: June 15
Goods Accepted: June 6

Di scount Terns: 2% 10 net 30

The di scount period ended before the invoice was received (June 3
plus 10 days is June 13). Therefore, the m ssed di scount nust be
charged to Sub-object 2680, D scounts Lost.

| f the purchase order does not state any discount terns, but
t he invoi ce does, take the discount based on the terns listed on
the invoice. The Contracting Oficer nust anmend the purchase

order. |If the invoice does not state any discount terns, but the
purchase order does, take the discount terns listed on the
purchase order. |f both the purchase order and the invoice state
different terns, take the better of the two. |If the invoice
terms are taken, the Contracting O ficer nust amend the purchase
order. In any case, if the discount is mssed for any reason, it

must be charged to | ost discounts.

If a discount is taken after the discount period and is not
repai d before the paynent due date, the interest penalty nust be
cal cul ated on the amount of the discount taken. The period wll
begin the day after the specified discount date through the
paynent date.

9. INTEREST. Any paynent that is subject to the Pronpt Paynent
Act and is paid after the paynent due date, as well as discounts
that were taken in error, require interest to be paid to the
vendor automatically, w thout the vendor requesting the interest
paynment .
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a. Interest Calculation. The followng rules are to be
foll owed when cal culating interest due on | ate paynents:

(1) Late paynment interest will be calculated at the
interest rate in effect on the day after the due date. The
interest rate is determ ned by the Secretary of the Treasury and
is referred to as the "Renegotiation Board Interest Rate" which
i s published sem annually (effective January 1 and July 1) in the
Federal Register.

Exanpl e:

Interest Rate: 1/1 - 6/ 30 6 6%
7/ 1 - 12/31 6 7%

| nvoi ce Due Date: June 29
Applicable Interest Rate: 6%

| nvoi ce Due Date: June 30
Applicable Interest Rate: 7%

(2) Interest will be conmputed fromthe date after the due
date through the paynment date.

(3) The following fornula is used to cal cul ate interest
penal ties:

| nvoi ce X Nunmber of X Interest Rate = | nt er est
Amount Days Overdue 360 Payabl e

To determ ne the nunber of days overdue, the date Treasury
dates the check is considered the paynent date.

Exanpl e:

Due Date: July 31

Payment Date: August 24

Nunmber of Days Overdue: 24 (Paynent Date - Due Date)
| nvoi ce Amount: $7, 250. 00

Interest Rate: 8 1/2%

I nt erest Payabl e:

$ 7,250.00 X 24 X .085 = $ 41.08
360

(4) If the amount calculated is |l ess than $1. 00, no
interest paynent is nmade to the vendor.

(5) Interest under the Pronpt Paynent Act shall not
continue to accrue for nore than one year

(6) If a discount is taken after the discount period and is
not repaid before the paynent due date, interest nust be paid on
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t he amount of the discount taken. See Section 8.b.(3) of this
Program St at enent .

(7) The nunmber of days available to make a tinely paynent
is reduced by the nunber of days late in notifying the vendor of
a defective invoice. See Section 5.a.(2)(b) of this Program
St at enent .

b. Interest Paynent. The follow ng requirements nust be net
when paying interest penalties:

(1) Interest may be paid only after the acceptance of the
goods or services received. This neans that we cannot pay an
invoice to avoid further interest penalties until we have proof
of acceptance of the goods or services.

(2) A notice nust be forwarded to the vendor for each
paynment which includes interest stating the foll ow ng:

(a) the amount of the interest penalty included in the
paynent ,

(b) the rate by which the penalty was conputed, and

(c) the nunber of days used to calculate the penalty (the
contract nunber and invoice nunber should al so be included in the
notice to assist the vendor in reconciling the paynent).

(3) Interest nust be cal cul ated and paid whether or not the
vendor requested it.

(4) The interest is charged to the Cost Center that
procured the item under Sub-object 4301 - Interest Charges.
Tenporary unavailability of funds to make a tinely paynent does
not relieve an agency from paying interest penalties.

c. Interest Not Due. Interest is not required:

(1) when paynent is delayed because of a di sagreenent
bet ween a Federal agency and a vendor over the amount of the
paynment or other issues concerning conpliance with the terns of
the contract;

(2) when paynments are made in advance or solely for
financi ng purposes, except for interest paynments required under
31 U.S.C. 3902(h)(1) and (h)(2) (not usually applicable in the
BOP) ;

(3) for a period when anmobunts are withheld tenporarily in
accordance with the contract; or

(4) for paynents on contracts awarded to foreign vendors
outside the United States for work perforned outside the United
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States. The United States neans the 50 States and the District
of Col unbi a.

10. ADDI TIONAL PENALTIES. The additional penalty paynent is
made up of two parts: all interest due up to the current date and
t he additional penalty.

a. Vendor Entitlenent. A vendor shall be entitled to an
addi tional penalty paynent when the vendor:

(1) is owed a late paynent interest penalty,

(2) receives a paynent after the paynent due date which
does not include an interest penalty or is |less than what is owed
(principal or interest), and

(3) is not paid the interest penalty by the agency within
10 days after the paynent is nade.

b. Requirenents. The vendor nust neet the foll ow ng
requi renents when requesting the additional penalty:

(1) the request nust be in witing;

(2) the request nust be made no | ater than 40 days after
the date paynent is made. To be a valid request,

(a) the request nust be postmarked by the 40th day after
payment was nade,

(b) if there is no postmark, the request will be valid if
OFM recei ves and annotates it with the date of receipt by the
40t h day,

(c) if the request is not annotated with the date of
recei pt, the request will be valid if the date placed on the
request by the vendor is within the 40-day peri od.

(3) the request nust specifically assert that |ate paynent
interest is due on a specific invoice and request the paynent of
all of the overdue |ate paynent interest and any additi onal
penalty that may be required. A copy of the invoice on which the
| ate paynent interest was due but unpaid nust be attached.

(4) =a certification and date that paynent for the principal
was received nust be attached to the request.

The additional penalty shall be equal to 100 percent of the
original late paynent interest penalty. For exanple, if the
original |ate paynment interest penalty is $100, the additional
penalty will be $100. The additional penalty shall not be
greater than $5, 000.
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Regardl ess of the amobunt of the late paynent interest penalty,
the additional penalty shall not be |ess than $25. For exanple,
if the additional penalty is $12, the vendor will receive an
addi tional penalty of $25.

When an interest penalty that is due is not paid, interest wll
accrue on the unpaid anmount, until paid. Interest penalties
remai ni ng unpaid for any 30-day period wll be added to the
principal, and interest penalties thereafter will accrue nonthly
on the total of principal and previously accrued interest.

Addi tional penalties do not apply to the paynent of utility
bills because | ate paynent penalties for these bills are
determ ned through the rate-setting process.

Exanpl e:

| nvoi ce Anmount: $15, 000
Due Date: April 30

Date paid: June 13
Interest Rate: 7%
Overdue Days: 44

On July 21, a witten request is received fromthe vendor for
paynment of the overdue | ate paynent interest and an additi onal
penalty. Payment is made on the request on August 4. The vendor
is entitled to these because:

(a) the vendor was owed a | ate paynent interest penalty
of $128. 33:

$15, 000 X 44 X .07 = $128. 33
360
(b) the vendor received paynent of $15,000 after the
paynent due date of April 30. The $15,000 was for the invoice

only and did not include the late paynent interest penalty of
$128. 33.

(c) the vendor did not receive the interest penalty
within 10 days after the date paynent was nade (June 13 + 10 days
= June 23).

(d) the vendor nmade a witten request for the paynent of
the | ate paynent interest penalty and the additional penalty on
July 21 which was wthin 40 days of paynent being nade (June 13 +
40 days = July 23).
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Therefore, the institution now owes the vendor $257.96 as
foll ows:

(1) all interest due up to the current date:
$129. 63

Initial interest due to the vendor:

$15, 000 X 44 X .07 = $128. 33
360
The principal was $15,128.33 on June 13. On June 13, the
vendor received a payment of $15,000, therefore the new princi pal
is $128.33. On this total, 52 nore days (June 14 to August 4)
of interest accrues as follows:

$128. 33 X 30 X .07 = $.75
360

$128. 33 + .75 = $129. 08

$129. 08 X 22 X .07 = $.55
360

$129. 08 + .95 = $129. 63

The interest penalty nust be cal cul ated as above because
interest penalties remaining unpaid for any 30-day period wll be
added to the principal, and interest penalties thereafter wll
accrue nonthly on the total of principal and previously accrued
i nterest.

(i) the additional interest penalty: $128. 33

This is 100% of the interest that was not paid to the vendor
on June 13.

(ti1) the total anobunt due to the vendor after receipt
of the July 21 request: $257.96

The additional penalty does not apply to paynents of utility
bills because | ate paynents for these bills are determ ned
t hrough the rate-setting process.

11. UTILITIES. The terns of the Pronpt Paynent Act do not apply
to utility payments if acquired under the terns of other

Governnment entities (i.e., tariffs). |If utilities are purchased
t hrough contracts or other witten requests, the paynent terns
witten in the docunent prevail. |If there is no contract or the

contract does not specify paynent terns, the applicable tariff
applies.
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12. RESPONSIBILITIES. The Accounting Supervisor mnust:

a. review, at |east once each nonth, the open voucher file and

b. ensure that all accounting personnel understand and adhere
to the Pronpt Paynent Act requirenents.

13. REPORTI NG REQUI REMENTS. The Pronpt Paynent Act requires OVB
to report Federal agencies' paynent practices to Congress by
January 28 of each year. Each agency (the Justice Dept., Defense
Dept., Labor Dept., etc.) is required to submt an annual report
regardi ng paynment practices and the extent to which these
practices satisfy the requirenments of the Pronpt Paynent Act to
OVB. The Program Statenent on Pronpt Paynment Quality Control

Revi ews includes the requirenments of the Annual Pronpt Paynent
Report.

The report, due to the Director of OMB within 60 days after the
end of the fiscal year, nmust contain the follow ng information:

a. the nunber, dollar value, and percentage of invoices for
which interest or other |ate paynent penalties are paid,;

b. the amobunt of the interest penalties paid;

c. the reason the |ate paynents were not avoi ded by foll ow ng
t he Pronpt Paynent Act; and

d. the nunber, dollar value, and the percentage of invoices
paid | ate without paynment of late interest penalties and the
reasons why no obligation for |ate paynent was incurred.

\ s\
Kat hl een M Hawk
Di rector



